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RD I nstruction 1922-B

PART 1922 - APPRAI SAL

Subpart B - Appraisal of Real Estate Security for Rental,
Cooperative, and Labor Housing Loans and G ants

81922.51 Ceneral.

Thi s subpart prescribes the policies and procedures for appraising
Farmmers Hone Adm nistration (FnmHA) financed housi ng consisting of four or nore
living units and related facilities. The Miulti-Fanm |y Housing (M-H) prograns
i nvol ved are Rural Rental Housing (RRH), Rural Cooperative Housing (RCH), Farm
Labor Housing (LH), along with prepaynment requests. Appraisals of real estate
security with fewer than four housing units or donestic farmLH are to be
apprai sed in accordance with RD Instructions 1922-C and 1922-1, respectively,
when arriving at the final estimate of value. Wth a few exceptions outlined
at 81922.52 (b)(2) of this subpart, private appraisers contracted by FrmHA wi ||
perform appraisals for MFH real estate security. FnmHA personnel nust assure
that the justification and reconciliation of the indicated values for each
approach used to determine appraised values are clearly and conpletely
docunmented. (Revised 08-25-93, PN 211.)

81922.52 Adninistrative issues.

(a) State MFH Appraisal System Manager. The State MFH Apprai sal System
Manager (ASM and an Assistant are to be appointed, in witing, by the
State Director. Duties of these positions are to maintain the MFH

apprai sal systemwithin the State, by:

(1) Maintaining acceptable appraisal quality within the State. The

ASMis to conduct a review of every MFH appraisal. Reviews are to
i ncl ude an exami nation of all exhibits, formulas, calculations, and
other data and exhibits the appraiser used in the appraisal. Al

expl anations are to be logical and justify the final val ue
concl usi on.

(2) Monitoring MFH appraisals for conpliance with the statenent of
work prior to paynent; see 81922.53 (a) of this subpart. (Revised
08-25-93, PN 211.)

DI STRI BUTI ON: WBDC Real Property
Appr ai sa
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§1922.52 (Con.)

(b) Contract Appraisals.

(1) Instructions for contracting with, and nonitoring the work of,
apprai sers is provided at Exhibit C of this subpart.

(2) Exceptions to the use of contract appraisal services: Wth
proper documentation the |oan approval official may authorize the
ASM t o conduct an appraisal under the follow ng situations:

(i) If the cost of the contract appraisal exceeds what is
typical for the size and type of project for a simlar market.

(ii) Wien a contractor cannot conplete the appraisal within a
maxi mumtinme frame of 45 days.

(c) Appraisal form FormRD 1922-7, "Appraisal Report for Miulti-Unit
Housing," is to be used for all M-H apprai sal s.

(d) Proposed operation. The principle of highest and best use, the
probabl e use that will support the highest value as of the appraisa
date, is to be addressed for each project appraised and for all methods
of appraisal utilized. The appraiser should give a value for the
property for rental housing purposes.

(e) Nondiscrimnation appraisal criteria. It is unlawful, under the
Fai r Housi ng Amendnents Act of 1988, for an FnHA enpl oyee or contract
apprai sal service to do the following in connection with doing

apprai sals for 515 rural rental housing or 514 and 516 farm | abor
housi ng:

(1) To use factors that are discrimnatory on the basis of race,
color, religion, sex, handicap, famlial status or national origin
in the sale, rental, leasing or financing of housing.

(2) To use an appraisal in connection with the sale, rental or
financing of a dwelling, that the appraiser knows, or reasonably
shoul d know, inproperly takes into consideration race, color
religion, sex, handicap, famlial status or national origin. Al
apprai sal s conpl eted under the |oan programs noted in 81922.52 (e)
nmust conply with this statute.

2
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(3) As nore fully described at RD Instruction 2024-A, the
announcement process seeking bids for contracted apprai sal services
will be publicized to the fullest extent possible and include
publications serving mnorities and mnority appraisers.

(f) Unacceptable appraisals. Wen the ASMfinds the appraisa
unaccept abl e, the appraisal report and a copy of review comments will be
returned to the appraiser. A neeting will be scheduled with the
contractor, the ASM and the Contracting Oficer to discuss the
apprai sal and contract terms. All contractual actions taken by the
Agency mnust be through the Contracting Officer and conply with the
Federal Acquisition Regulations (FAR). Continuation of the contract(s)
wi || be based upon the contractor's ability to nmeet or exceed the

condi tions of the contract statement of work.

(g) ASM appraisal duties. The ASMis to perform appraisals on an as-
needed basis according to the circunstances of Section 1922.52(b)(2).
O her duties are to nonitor contract appraisals for conpliance with
Subpart D of Part 1944 and 81944.222(a) of Subpart E of Part 1944 and
provi de programorientation to the FnHA contract appraisers.

(h) Ilnconme's effect on value. 1In all cases, incone producing
property's value is derived fromits ability to produce a nonetary net
return sufficient to justify the inprovenents. Put another way, val ue
conmes fromthe value of the site as inproved, the building value with
its inprovenments, and the income stream produced
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(i) Prepaynent requests. For prepaynent requests, appraiser may place
nore enphasis on the principle of highest and best use.

8§1922.53 Appraisal System Conponents.

(a) Conponents for contract appraising. Wen using contract appraisers
the State Director will establish a contract appraisal system which
i ncl udes:

(1) Appointing a State MFH ASM and assi stant ASMto be responsible
for the contract appraisal system nmai ntenance and the review of all
MFH apprai sals. These individuals are to have professional training
and be know edgeabl e of industry standards and neet the requirenents
of 81944.222 of Subpart E of Part 1944.

(2) Establishing a priority systemfor tinely conpletion of
apprai sal s and appraisal reviews. Tinme-franes are not to exceed 45
days fromthe date the assignnment is accepted by the contractor.

(3) Establishing a nethod for nmonitoring the appraisals utilizing
t he appraisal review Form RD 1922-13, "Reviewer's Appraisa
Anal ysi s. "

(4) Maintaining a data base that will establish "benchmarks" for
typi cal project construction costs and typical project expenses and
i ncones for use in appraisal reviews.

(5) Maintaining a list of qualified appraisers interested in
receiving solicitations. Nanes of interested appraisers or

apprai sal firms who are professionally trained and have experience
in appraising multi-famly income producing property wll be
col l ected from applicable sources. Exanples of sources are

apprai sal industry papers, newsletters, |ocal appraisal chapter
newspapers, direct contact, etc.



§1922.53 (a) (Con.) RD I nstruction 1922-B

(b)

(9- 5- 90)

(6) Developing an orientation plan to provide contractors with an
overvi ew of MFH progranms. The ASMis to instruct contractors on the
conpl etion of the appraisal report formand contract paynent
conditions. Materials to be furnished by FnHA incl ude sanpl e
Operating and Managenent (QO&\M) budgets from which a realistic net
operating income (NO) can be cal cul ated, copies of the subject

mar ket study, the environnmental inpact assessnent, and ot her

rel evant information that can be rel eased under the Freedom of

I nformati on Act.

(7) Establishing a policy for appraisal conpletion and subm ssion
simlar to those of other appraisals conpleted in the area. An
extension, not to exceed 30 days, may be granted when it can be
docunmented that the delay |Is beyond the appraiser's control. Any
extension nmust be clearly docunmented by the | oan approval official.

(8) The practice of contractors using autonated cost estimator
services for calculating construction cost should be encouraged.
Revi ew apprai sers are to use the automated Marshall & Swift (RE2 or
SEG) cost estimating service as a cost nonitoring tool in al

apprai sal revi ews.

Managenent of appraisal system

(1) Prior to executing a contract, the State Director will assure

t hat proposed appraisal fees are typical for the area. Prior to
paynment, the State Director will review the appraisal for conpliance
with the conditions of the contract statement of work. Paynents for
contracts are to be charged to the revolving fund using Form RD 838-
B, "Invoice Receipt Certification.” Contract appraisers are
expected to provide the appraisal report with attachnents and expert
wi t ness services (when applicable) for fees that are typical for
work of simlar conplexity in the subject narket area

(2) The State Director will establish a systemfor appraisa
nonitoring that will return unacceptabl e appraisals for correction
or additional docunmentation prior to FmHA acceptance and contract
paynent .

PN 144



RD I nstruction 1922-B
8§1922.53 (b) (Con.)

(3)

The appraisal nonitoring system data shoul d be used by the ASM

when determ ning typical cap rates, O%M expenses and incones, rents
and construction costs.

(4)

(i) Establish a data base which can be used for value estimate
purposes. Data is to be developed fromthe sale/transfer of
owner shi p of subsidized housing. Sources of this data are

St at e housi ng agenci es, FnHA, ot her governmental housing

agenci es, and applicabl e conventional sal es data.

(i) Typical construction costs are to be obtained froma w de
variety of sources as nentioned above. Construction costs can
be used fromthroughout a particular State or adjoining State
when the data is froma sinilar market.

(iii) O&M expense and i ncome data can be obtained from
conventional rental housing markets. Although conventiona

data nust be adjusted to account for additional expenses unique
to subsi di zed housing (e.g., reporting and recordkeepi ng of
tenant information, on site nmanager, etc.), expenses and incomne
obtai ned from State housing authorities, governnent housing
agenci es, and FnHA year-end audits should closely represent the
typi cal costs for subsidized housing. Appraisers should refer
to Exhibit B of this subpart, "Quide for Determ ning Subsidy
Val ue Wthin the Incone Approach," for guidance in this area.
When determ ning typical project expenses, it is recomended
that a grid containing data froma mnirumof 5 conparable

proj ects be devel oped.

A method for pronpt paynent of contracts will be established:

Instructions for paynment of contracts are found in subpart A of
Part 2024 and Exhibit D, "Acquisition, Sales, and Leasing
Authority." The request for paynent is to be submtted on Form
RD 838-B, "Invoice Receipt Certification." FnmHA is to aid
contractors, as needed, with the proper conpletion of paynent
forns.
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(5) Al MH appraisals are to contain the three approaches to

val ue: Cost, Conparable Sales, and Incone. |In all FnHA appraisals

t hese val uati on approaches nust support each other. Industry
convention is that they should not vary nmuch over ten percent (10%.
For FnHA MFH apprai sal purposes, any vari ance above industry
convention is to have all supporting justification docunented.
Apprai sal s should conply with the guidance provided in Exhibit A of
this subpart, "Appraiser's @Quide to Rural Rental Housing."

81922.54 Steps prelimnary to nmeking the appraisal.

The appraisal will be nade when the applicant has been found to be
eligible and sufficient informati on has been devel oped to enabl e the appraiser
to evaluate the property. Plans and specifications for the building, site
i mprovenents, environnental assessnent, and other relevant material is to be
furnished to the appraiser. Plans are to be in sufficient detail for the
apprai ser to determne the size and type of structures to be built or
i nproved, the materials to be used, and the site inprovenments. As a genera
rule, an appraisal and review will be conpleted prior to the obligation of
f unds.

81922.55 Appraisal Review Form

Form RD 1922-13 will be used to review all M-H appraisals involving four
or nore units. The ASMw || assure that an appraisal review is conducted on
al |l appraisals.

81922.56 Appraisal orientation and reviewer training.

Apprai sal orientation will be provided by the State ASM upon request.
Annual rmneetings with contractors is considered essential for the successfu
i npl enent ati on and mai nt enance of contracts.

Addi ti onal appraisal organization training courses for appraising and
apprai sal reviews are to be provided on an annual schedul e for each enpl oyee
designated as ASM and Assistant ASM It is inperative that these individuals
be know edgeabl e and keep current of the appraisal industry.

§81922. 57 - 1922.100 [Reserved]

Attachnents: Exhibits A, B, C, and D

0Qo
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APPRAI SER' S GUI DE TO RURAL RENTAL HOUSI NG
Part |. GCeneral.

This guide gives rural rental housing (RRH) appraisers technical guidance
whi ch nmust be used in conpleting an appraisal for Farners Home Administration
Topics included in this CGuide are:

l. Definitions.

(a) Capitalization value. This is the value that is based on enabling
the income streamto support the annual debt service, operating and

mai nt enance (O&\M) expenses, funding the reserve and giving a return to

the owner in a specified tine-frane. Capitalization value is a direct

rati o between annual net operating incone (NO) and val ue/sal es price.

Typically, this ratio is expressed in terns of noney or its equival ent.

(b) Replacenent value. This is the summation of the costs of the
property. Replacenent cost includes |and, fees, Davis Bacon wage rates
(when required), and services that would be required to replace or
duplicate the property as inproved.

(c) Conparable sales value. That value determ ned fromthe anal ysis of
sold units which are fromthe subject market area. Sales data could be
froma sinmlar area (denographically and econonically) and are simlar
to the subject in size, function, type of construction, construction

mat eri al used, l|ocation, financing, etc.

(d) Loan value. For RRH proposals, the |loan approval official wll
determ ne this value not to exceed the |oan anounts established in FnHA
instructions. For Labor Housing proposals, the | oan approval officia
will consider this value to be the conbination of |oan and grant funds.
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(e) Market value. For the purposes of FnHA subsidi zed housi ng, narket
value is the reconciliation of the three valuation approaches, Cost,
I ncome and Conparabl e Sal es, where the follow ng rel ati onshi ps exist:

(1) The buyer and seller are typically nmotivated; both parties are
wel | informed or well advised.

(2) Each is acting in what they consider to be their own best
i nterest.

(3) Areasonable tine is allowed for exposure in the open market.
(4) Paynent is nade in cash or its equivalent.

(5) Typical financing in the community, as provided by Government
subsi di zed | oan/grant rates and terns or conventional |ending rates
and terns.

(6) The price represents a normal consideration for the property
sold, utilizing conventional or Governnent financing, unaffected by
any ot her special financing anounts and/or terms, services, fees,
costs, or credits incurred in the transaction.

(f) Depreciation. Depreciationis a loss of utility from physica
deteriorati on and/ or obsol escence.

(g) bsolescence. bsolescence is the inmpairnment of desirability and
useful ness brought about by new inventions, recent changes in design,
and i nmproved processes for production or from external influencing
factors which nake a property |l ess desirable for continued use.

nsol escence may be either functional or economc

(1) Functional obsol escence is shown by conditions within the
property. Sone of these conditions could be poor design, functiona
i nadequacy, overadequacy due to size, etc.

(2) Econom c/locational obsol escence is dimnished useful life
arising fromfactors external to the property. Causes of this could
be environnmental changes, |egislation, deteriorating nei ghborhood,
econoni c conditions, etc.
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(h) Econonmic life of housing. The economc life of a structure is the
period of time over which enough inconme is produced to cover the cost of
operation and mai ntenance, plus an adequate return for the use of the
site. The economic life of a building can never be greater than its
physical life. For exanple, a structure can have many years of physica
[ife remaining and yet have reached the end of its economc life.

(i) Site. Asiteis land that is ready and suitable for devel oprent.

(j) Sure rate. A capitalization rate selected froma investnent that
has virtually no risk

(k) Current appraisal. "Current appraisal” is an appraisal for a new
| oan request or the revision of an existing appraisal. Revising an
exi sting appraisal is acceptable when the follow ng conditions exist:

(i) The appraisal being revised is not nore than one (1) year
ol d;

(ii) Adequate supporting docunentation is attached to the
revi sed estimate of val ue;

(iii) Substantial changes have not been nmade to the property;
an

(iv) The property has been inspected by the appraiser

Part I1. Adni ni strative considerations for the appraiser.

The appraiser will be required to furnish photographs of the front, rear,
and si de exposures, current tax and plot plan, along with the proposed
operating plan and budget. |If the appraiser determines that it is not
appropriate to conplete the appraisal, he/she should |list the reason(s) and
request further instructions fromthe Contract O ficer or Contract Oficer's
Representati ve

(a) Admnistrative considerations for Contract Appraisers.

(1) Before the appraiser inspects the property, the | oan approva
official will reviewthe market data to verify that a need exists
for the type of proposal requested, i.e., famly, elderly, etc.
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(b)

(2) The Agency should provide the appraiser with a copy of the
market study to use in analysis of the subject nmarket area. It
shoul d be docunent ed whet her the subject conmunity is progressing or
declining, the market area's economic stability, and the age and

i ncone | evels of the population. Oher docunents that should be
furni shed for the valuation process are the environnental assessnent
and operating budgets fromsinmlar FnHA projects.

(3) The appraiser should docunent if the FmHA basic rents are |ess
than, equal to or greater than the nmarket area's conventional rental
rates. Wen the basic rents are equal to or greater than the
conventional markets rents, it Is a sign of an extrenely soft
market. Wen this situation occurs, the apprai ser should nmake a
special notation in the appraisal for the Appraisal Systens Manager
(ASM to review. It is the responsibility of the ASMto informthe
| oan approval official of any limting conditions in the appraisal.

| nspection of property.

(1) The appraiser is to identify the property. Boundary |lines are
to be checked for accuracy against the plot plan and | ega
description. The appraiser's know edge of the proposed housing
shoul d be based on a careful inspection of the site, factua

i nformati on previously gathered in the community and genera
observations. For rehabilitation of structures, the appraiser wll
exam ne the property to be sure that plans and descriptions

furni shed are adequate to carry out the proposal. Appraisers should
check to see that plans comply with [ ocal ordi nances.

(2) The appraiser should see devel opnent in the area surroundi ng
t he proposal and note in the appraisal desirable and undesirable
el enents of the market area. Zoning and |and use plans for the area
shoul d be reviewed. Variations to zoning or |and use plans and
future devel opnent surroundi ng the subject property should be
reflected in the appraisal. Data should be reviewed that wll
determine if any health and safety risks are present. Natura
barriers against blight or undesirable use of neighbor properties
shoul d be recorded in the appraisal. Cbservations that affect the
property's marketability and recommended narket val ue are to be
docunment ed by the appraiser.
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Consi derations that influence val ue.

Ceneral .

(1) The location of the housing devel opment with respect to

avail ability of essential goods and services, enploynent,
transportation, shopping and potential enploynent, transportation,
shoppi ng and potential alternative uses are inportant considerations
in appraising multi-unit housing. Housing is to be on a public
road. Al housing conpl exes nust have adequate and unrestricted
access to a public street.

(i) The appraiser should be aware of any unfavorable factors
that will inpact the recommended market value. This is one of
the nost inportant variables in determning the value for the
property. Objectivity is essential in identifying and

di scussing unfavorabl e |ocation factors; such as potentia

ri sks to human health and safety caused by the presence of

fl oodpl ai ns, nudslide areas, steep slopes, hazardous waste
materi als, high shrinkswell soils, seisnmc conditions, drainage
probl ems, high noise levels, traffic conditions, etc.

(i1) Housing located so that the occupants will have ready
access to their daily needs and be close to nedical and
hospital facilities generally will have a higher market val ue
than simlar property |ocated where essential services are not
as readily avail abl e.

(i1i) Consideration should be given to the popul ation trends
of the local community to determ ne demand/ need for housing.
The apprai ser shoul d avoi d generalizations about popul ation

trends of nei ghborhoods. In devel oping areas, popul ation
changes can often be determined by the on-going visible changes
in land use. |n undevel oped or sparsely devel oped areas, |oca

zoni ng and conprehensive plans may serve as the best avail able
information for projecting future popul ation trends.

(2) Aternative uses: The appraisal purpose is to determne the
esti mated market value of the rental housing project (site) building
i nprovenents and i ncome strean) that will be used by FnHA for
determ ni ng | oan anmount.
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(3) Financing: Anortization periods for rental housing is over a
long period of time. Appraisers should be aware of and thoroughly
docunent the environnental conditions that are likely to affect
marketability. Examples of property factors that affect reconmended
mar ket val ue are industrial devel opment, highway construction
proposal s, future community devel opnent plans, etc.

(4) Design: Specialty designed housing intended for only one type
of use generally has an adverse effect on value. Such properties
ordinarily carry a higher risk factor requiring net earnings to be
capitalized at a higher rate to attract investors. There may be
sone design features which are necessary for special purpose housing
that have little or no application for other uses. Added val ue
consi deration should be given only to design features that are
customary for the market in which they are to serve

(5) Non-contiguous sites: Wen housing projects utilize

nonconti guous sites, a separate appraisal nust be devel oped for each
site. A narrative exhibit will be attached to the appraisal report
(Form RD 1922-7, "Appraisal Report for Miulti-Unit Housing,") which
di scusses the val ue each site contributes to the overall appraisal.
The narrative nust provide "how and why" the final estinmated market
val ue of the non-contiguous sites was determ ned.

The final estimate of value is to be derived fromthe reconciliation
of the property val ues being apprai sed. The appraiser will not
assunme that the indicated value for each property can be sumed to
provide the final estinmated market value. The Reconciliation and
Val ue Conclusion, (Part 0 of Form RD 1922-7, "Appraisal Report for
Mul ti-Unit Housing,") will be conpleted as an attached narrative
using the format in the appraisal form

(6) Capitalization Rate Components:
NO is calculated as foll ows:

Potential Gross Incone (project incone from
rents) (-) vacancy rate (+) any other project
incone (=) Estimated Gross | ncone

Estimated Gross Incone (-) Operating and
Mai nt enance Expenses (=) Net Operating |ncone
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VWhen conputing this approach, the first year contract
rents (FmHA market rents), as mandated in the prom ssory
note, are to be used to determine NO. To determ ne what
realistic operating expenses should be, data from
successful conpl exes shoul d be made available to the
appr ai ser.

Cap rate term nol ogy:

Market rate: Capitalization rate extracted from narket
data. Market data nust be fromthe subject market

Sure rate: A cap rate known to be obtainable from an
investment with simlar risk. Typically, this method is used
when the subject nmarket data is considered unreliable for a
speci fic market area nmentioned.

Built-up cap rate: Building an appropriate cap rate fromthe
subj ect’'s nortgage data and cap rate data fromthe market area

The capitalization rate used should be derived fromthe market in
whi ch the subject is to operate. |f the appraiser determ nes that
market data is of insufficient quality or quantity, then the
appraiser is to use the build-up nmethod for a cap rate. The use of
a sure rate or the construction of a cap rate frominvestnments with
simlar risk are other acceptable nethods to obtain cap rates. The
apprai ser nust keep in mnd that although the risk associated with
subsi di zed housing is less than other investnents, it is not a risk
free investment. Therefore, when a sure rate, built-up nmethod of
substitution of simlar risk investnments cap rate is used, the
apprai ser will docunent the method used and why. It is recommended
t hat each apprai sal have an exhi bit which docunents four nethods of
obtaining a cap rate. These are, band of investnent (built-up

net hod), market rate, sure rate and substitution of simlar risk

i nvestment rate.

(b) Evaluating structures.

(1) New structures that are well |ocated and have good design
typically, will have a market val ue approxi mating the cost of

buil ding, the site and the value of the incone stream Thorough
docunentation of all adjustments nust be nade for any obsol escence
caused by i nproper design, poor |ocation, atypical construction
etc.
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(2) dder structures being rehabilitated present conpl ex appraisa
probl ems. Adjustnments nust be nade for depreciation and
obsol escence. Depreciation should be handled in one of two ways:

(i) Depreciation/obsol escence adjustments should be cal cul at ed
using data fromthe subject or simlar nmarket. Adjustments are
to be fromsimlar type housing and nust be thoroughly
docurnent ed.

(ii1) Wen the appraiser deternmines it appropriate, a conponent
depreci ati on nethod can be used. This calculation produces the
items time-in-use versus life expectancy ratio. The tine-in-
use adjustnment is subtracted fromthe installed new cost to
deternmine the as-is value. The as-is value subtracted fromthe
installed new cost nets the ambunt of each line item s physica
depreciation. Typically, depreciation and obsol escence prevent
ol der properties from exceedi ng the replacenent cost approach
val ue.

(iti) In many instances the use of depreciation schedul es may
be applicable for this calculation. Wen this nmethod i s used,
the appraiser is to docunent the reason for selecting this

t echni que.

(3) Value-in-use. Exhibit D of this subpart nmay be used in al
cases involving suppl enental energy saving devices. The device nust
show a potential cost savings. Exhibit D enphasizes that a

suppl enental device nmust show a cost savings in order to be cost
effective within its realistic economic life. |If the calculations
in the instruction reflect a substantial negative savings,
deductions in cost/value of the device are justified.

(4) Special consideration for all housing projects designed for
elderly or handi capped persons. The follow ng are sone of the
special factors to be considered by the apprai ser which affect val ue
of rental housing.

(i) The provisions of the Fair Housi ng Arendnents Act of 1988
whi ch mandat es provi sions for handi capped persons and
convertibility of existing units.



(c)
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(ii) The distance to shopping centers, places of worship,

nei ghbor hood stores, nedical and recreational facilities are to
be considered. The availability of transportation is a
significant factor in evaluating the location of rental housing
units.

(ii1i) Adequacy of police, fire, municipal services, and
hospital facilities are inportant considerations.

(iv) The site should physically lend itself to a good site
plan. This is a site plan which pernmits econom cal and
conveni ent Installation of housing inprovenents and rel at ed
facilities for use by the tenants.

derations for LH projects.

(1)

(2)

Fi nanci ng.

The appraiser will assume that the economic life of the

devel opnent wi |l equal or exceed the anortization period of the
loan. LH grants are a subsidy to the project. Therefore,

grant valuation is to be determ ned using the subsidy val uation
nmet hod, Exhibit B to this subpart. No such |oan or |oan/grant
conbi nati on shall exceed the devel opnent cost or the val ue of
the security, whichever is |ess.

Constructi on.

Typically, LHis to be designed and constructed simlar to RRH
housing or typical to simlar structures in the subject
community. Different types of LHw I require the appraiser to
consi der the design and nmaterials used in the proposed
facility, such as year-round occupancy versus seasona
occupancy.
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(3) Oher factors the appraiser will need to consider in
determ ning the recomended narket value of the property.

It is to be assuned that the future use of this property will likely
be for housing domestic farmlaborers. Location of the facility to
enpl oyment and conmunity services such as school s and
transportation, are inportant considerations. LH units are to
provi de privacy, be home-like and confortable. Housing should be
suited to the type of |aborers being enployed; i.e., single men,
famlies, mxed singles, etc. Generally, the housing should be for
famly units or be readily convertible to acconmodate famlies.
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GUJI DE FOR DETERM NI NG SUBSI DY VALUE
W THI N THE | NCOVE APPROACH

Rural rental housing (RRH) loan eligibility criteria | ocates housing in rura
areas and is intended to serve | ow and very | ow i ncone househol ds.

Achi everrent of these goals dictates that subsidies be applied to RRH | oans.
Subsi di es may provi de additional value for the project when conmercial rents
are lower than the note rate rents proposed for the project.

To have an accurate appraisal, the value of subsidy nust be neasured and
reflected in the appraisal. The incone streamreceived fromsubsidy is a
positive val ue when determ ning the value of subsidized housing. Although,
when a subsi di zed market exists, where subsidized conparable sales, rents and
cap rates are available for use in the appraisal, the subsidy calculation is a
nmut e poi nt because the subsidi zed housing market will reflect the val ue of
subsidies. Wien this nethod is used, the value of the subsidy is used as an
adj ustnent factor. Also, when using this nmethod, the principles of cash flow
di scounti ng shoul d be thoroughly understood. This nethodol ogy is not
reconmended when comercial rents are equal to or nore than Farnmers Home
Admini stration note rate rents.

Application of this technique to LH grants is explained in #6 of this exhibit.

1. The net hod shown bel ow shoul d be viewed as the state of the art for
val uation of rental project subsidies.

EXAVPLE:
NOTE RATE (9%

15 1BR UNITS (X) $350/no (X) 12no = $63, 000

15 2BR UNITS (X) $454/np (X) 12no = 81,020

TOTAL GROSS ANNUAL NOTE RATE | NCOVE  $144, 720
BASE RATE (1%
15 1BR UNITS (X) $242/no (X) 12/no = $43, 560

15 2BR UNITS (X) $282/np (X) 12/npo = 50,760
TOTAL GROSS ANNUAL BASE RATE INCOVE  $ 94,320

ANNUAL | NCOVE STREAM FROM SUBSI DY $ 50, 400

(Note rate incone | ess base rate income = val ue of subsidy.)
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2. Adjustnments to the Subsidy Inconme Stream When Conparing Subsidized to
Conventional |nconme Streans.

The managenent requirenents on FnHA projects differ fromconmercial projects
due to regulatory restrictions, reporting requirenments of the Agency,
Certified Public Accountant (CPA) audits and other requirenments for FnHA that
are not observed by the comercial owners. The appraiser will need to acquire
and determ ne the typical managenent expense differences that shoul d be used
for each market area. These costs differences on a national basis are:

Annual Expense:

FmHA requires an annual audit by a CPA $1, 500
FmHA on-site manager costs differing from

comercial projects 2, 000
FmHA requi res bookkeepi ng and reports that

differ fromcomercial projects 2, 000
Vacancy % collection loss (give__%of inc.) 3, 000
TOTAL COST ADJUSTMENT ATTRI BUTED TO FrmHA $8, 500
Annual inconme stream $ 50, 400
Less total cost attributed to FnHA (8.500)
ANNUAL ADJUSTED SUBSI DY | NCOVE STREAM $ 41, 900

$41,900 div. by 12 = $3,492 nonthly subsidy incone streamfromtotal project.
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3. Calculate the total value of the nmonthly subsidy i ncone stream based on
the "Present Worth of a Dollar Per Period (annuity factor)".

EXAMPLE
a. A holding period of 20 years (restrictive use clause in the deed).

b. A capitalization rate of 9 percent (as extracted fromthe market,
adj usted build-up nethod or cap rate froma simlar risk investnent).

c. And finally a nonthly paynent of ($41,900/12) = $3,492
n 20 year holding period (X) 12 = 240

i 9% cap rate (X) 12 = . 75*
pm = nont hly subsidized i ncone stream=$3, 492

Key strokes for the Hewett-Packard HP12C cal cul at or
20 [g][n], 9 [Q]l[i], 3,492 [CHS][PMI], [PV] = $388, 081

TOTAL VALUE OF SUBSI DY ROUNDED  $388, 000

*The discount rate will vary fromone nmarket area to another. It is crucial
that the nethodol ogy for determ ning the discount rate be clearly docunented
and justified. Methods to obtain discount rates are: narket extraction, band
of investnment, risk adjusted built-up rate, etc. It is recommended that al

of these nmethods be docunmented to support the selected cap rate.

4. The value of the FnHA interest credit subsidy is worth approxi mately
$388, 000. This ampunt can then be used as the subsidy adjustnment value to the
t hree approaches to val ue.

5. Wen the valuation for subsidy nethod is used the foll owi ng conditions
nust be net:

a. Part A of FormRD 1922-7, "Appraisal Report for Multi-Unit Housing,"
under instructions to appraiser, itens (5) and (6) In the definition of
Mar ket Value are to be nodified as foll ows:

Substitute Item (5) with: "Typical financing in the community is
provided by subsidized rates and terns granted by governnment or private
| enders. "

Substitute Item (6) with: "The price represents a nornmal consideration
for the property sold that will be affected by special financing amunts
and/or terns, services, fees, costs or credits incurred in the
transaction."
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b. Discount rate and hol ding period nust be justified in the comments
of the appraisal.

c. The method for evaluating the subsidy nmust be explained in PART N of
Form RD 1922-7 or on a continuation sheet.

d. The adjustnment for financing now becones the cal cul ated val ue of
subsidy and is used as an adjustnent factor for the approaches to val ue,
assum ng the appraiser is using conventional market data.

e. Part 0 on page 10 of 10, Form RD 1922-7, nust clearly state that the
calculation for the "Estimated Mrket Val ue" has taken into

consi deration the value of the subsidized rates and ternms that are
typical in the comunity for the type of property being appraised. This
shoul d be discussed, clearly explained and included in the "Contingent
and Limting Conditions" box or attached as a continuation for PART O.

6. For valuation of LH loans and grants the following factors will be used:

a. The loan and grant portion is to be anortized using the current 515
mar ket interest rate.

b. The holding period is to be for 33 years.

c. This type of facility is considered to be risk free; therefore,
capitalization rates of simlar risk investnents can be used with
appropriate docunentation.

Wth the above factors, the steps initem1 through 5 are to be foll owed.
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GU DE FOR MULTI - FAM LY HOUSI NG CONTRACT APPRAI SAL SERVI CES
Part |. General.
Thi s Gui de provides guidance for the procurenment of contract appraisa
services for multi-famly housing (MFH) properties. Contract appraisa

authorities are in RD Instruction 2024-A. (Revised 07-21-93, PN 209.)

Part 11. Program Responsibilities.

A.  Governnent Inspection of Property. In accordance with Subpart A of
Part 2024, contract services shall not involve decision-making or other

i nherently CGovernnental functions. Accordingly, prior to initiating
procurenent action for appraisal or MH property, program personnel will
conduct an on-site inspection of the dwelling and/or building site. The
pur pose of the inspection is to deternmine the follow ng:

1. Eigibility of the dwelling and/or site in accordance with
Subpart E of Part 1944.

2. Thermal performance of the dwelling in accordance with Subpart A
of Part 1924.

3. Rural area determ nations in accordance with Subpart A of Part
1944.

4. Environmental program conpliance in accordance with Subpart G of
Part 1940.

5. Repairs necessary to insure the property neets Farnmers Home

Adm nistration program property requirenents. (This list of repairs
will be provided to the contractor on RD Form 1924-13, "Estimate and
Certificate of Actual Cost.") This formis to be made a part of the
apprai sal docunent.

B. Preparation of Procurenent Request. Program personnel will prepare
and submt Form RD 1955-62, "Request for Contract Services for
Custodi al /I nventory Property or Program Services,"” to the Contracting
Oficer (CO to initiate procurenment for contract appraisal services.
The foll owi ng provides guidance, in addition to the Fornms Manual I|nsert
for Form RD 1955-62, for the preparation of the procurenent request:
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1. Statenment of Wrk. An integral part of the procurenent request is
t he description of work requested or the Statenent of Wrk (SON. A
sanpl e SONfor contract appraisal services is provided in Attachnent 1
to this exhibit. Program personnel should review the requirenments in
the sanple to ensure that the work requirenments are expressed in

conci se, accurate and conprehensible terns. It may be necessary to
nmodi fy the sanple SONto ensure the final SOW addresses particul ar
requi renents and circunstances. The objective is to devel op a SONt hat
sets forth m ni mum standards which will provide FnHA with a met hod of
determining if the contractor will nmeet the contractual requirenents.

2. Oher considerations. The follow ng provides other requirenents
whi ch shoul d be taken into consideration in the devel opment of the
procurenent request. Program personnel should di scuss these

consi derations with the CO

a. Governnent furnished material. The Governnent shall provide the
following for use in the performance of the requirenents in the SON

(i) Legal description and/or address of the property to be
apprai sed; list of property repairs, if appropriate; plan and
specification for new construction; environnental assessnent;
approved budget of operating and nai nt enance expenses, if
appl i cabl e; copies of floor plans and el evation vi ews; tenant
waiting lists, if appropriate; and any other information
necessary for the contractor to conplete the appraisal

(ii) Forms RD 1922-7, "Appraisal Report for Milti-Unit
Housing," and RD 1924-13 are to be used for the preparation of
t he appr ai sal



(9- 5- 90)

RD Instruction 1922-B
Exhibit C

Page 3

(Revision 1)

(iii) Appropriate FnHA Instructions and Regul ations will be
avail abl e for review at during worki ng hours.

A copy of RD Instructions 1922-B (with Exhibits A, B, C and
D), 1922-E, and 1944-E along with appropriate application
docunments that can be rel eased under the Freedom of Information
Act, will be furnished to potential offerors. (Revised 08-25-
93, PN 211.)

b. Preparation of proposals. To be considered for award,

of ferors shall submt a proposal which clearly docunents the
offeror's ability to acconplish the requirenents in the SON
As a minimum offerors should furnish the following with their
proposal s:

(i) Abrief witten summary of experience and qualifications
of key person(s) or firns expected to performthe requirements
specified in the SOV

(ii) Provide all necessary docunentation and certifications
that substantiate that the offeror is certified, |icensed
and/ or authorized to perform M-H apprai sals within the area
specified in the SOV

(iii) A amnimmtw (2) witten staterments of performance
fromindividuals or firns (including FHA if possible) for whom
the offeror has perfornmed simlar professional services. These
statenments shall include the name, address, and tel ephone
nunber of the reference.

c. Professional insurance coverage. The contractor shal
mai nt ai n prof essional insurance coverage in accordance wth
| ocal and State government statutes.

d. Technical considerations. Personnel proposed for work on
the contract nust denmonstrate know edge, skill, and experience
i n appraising i ncone produci ng MFH property.
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e. Oientation neeting. After contract award, the contractor
shall attend an orientation nmeeting with the Contracting

O ficer Representative (COR) for the purpose of acquainting the
contractor with FnHA. The COR shall respond to questi ons,
further anplify and clarify the apprai sal process, and provide
copi es of appropriate FnHA regul ati ons and procedures. It is
the contractor's responsibility to be know edgeabl e of FnHA
procedures any policy and to ensure that his/her enployees are
prepared and trained to performthe requirenments specified in
the contract on contract effective date.

f. Progress reports. The Contractor shall provide a witten
report of the status of assigned tasks to the COR (insert
report interval, i.e., weekly, bi-weekly).

g. lnspection and acceptance. The CO or the COR shall inspect
and accept the supplies and/or services to be provided under
this contract. No paynent shall be made until the work is
accepted. |If deficiencies are noted in the inspection, the
apprai sal shall be returned to the contractor for correction
within (specify time period for correction, i.e., hours, days)
at no additional cost to the Governnent.

The COR shall serve as the duly authorized representative of
t he CO

Part 111. Evaluation of offers.

There are two net hods of evaluating offers: (1) Negotiated Procurenent, and
(2) Basis for Contract Award. The COw Il consult w th program personnel to:
(1) Develop evaluation criteria, (2) determ ne the nmethod of eval uating

of fers; and (3) conduct a technical review of proposals. Wile cost is an
important criteria in determning the best offer received, due consideration
shoul d al so be given to the qualifications and experience of the offerors as
it relates to the requirenents specified in the SON The foll owi ng provides
additional information to be considered during this process:
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Negoti ated procurenent. Negotiated procurenent is a fornal

eval uation process which nust be used for all contracts $25, 000 and

over.

(9- 5- 90)

Thi s process invol ves:

(1)

Devel op evaluation criteria and assigning weight factors. The

following is provided for considerati on when devel opi ng eval uati on
criteria:

(2)

a. Experience and know edge of the person(s) proposed to
performthe requirements in the SOWN

b. Commitnent of the offeror to performthe requirenents
specified in the SON

c. Technical approach of the offeror to performthe
requi renments specified in the SON

(How does the offeror plan to acconplish the requirenents
prescribed in the SO |Is the offeror experienced in
conducting MFH apprai sal s?)

Convene the technical evaluation commttee to eval uate al

t echni cal proposal s received;

(3) Establish the conmpetitive range

(4) Negotiate with offerors in the conpetitive range
(5) Receive best and final offers fromofferors;

(6) Evaluate best and final offers;

(7) Source selection; and

(8) Debrief unsuccessful offerors.
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B. Basis for Contract Award. This nethod will be used in eval uating
proposals for small purchases under $25,000. This process acconplishes
the sane results as the negotiated procurenent process, but does not
require the formal technical evaluation conmttee or negotiations with
the offerors. The evaluation of each proposal will be based on how well
it denonstrates the offeror's ability to performthe SON The follow ng
is provided for consideration when devel oping the solicitation for
contractors:

The Government intends to award a contract resulting fromthis
solicitation on the basis of price and other factors. The other
factors are docunented evidence of professional training,
experience, a proposal which denonstrates how the of feror wll
performthe requirenments specified in the SON The Governnment may
reject any or all offers, or award a contract on the basis of
initial offers received wi thout discussions. The Government can
accept and award a contract for other than the | owest price offered.
Therefore, each initial offer should provide the offeror's best
price and a witten proposal as outlined above.
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SAMPLE
STATEMENT OF WORK FOR MULTI - FAM LY HOUSI NG
CONTRACT APPRAI SAL SERVI CES

Background. The Farners Hone Adm nistration (FnHA) provides |loans to eligible
applicants for nultiple fam |y inconme produci ng housing property.

Qoj ective. The FnHA requires the services of qualified persons or firns to
provi de appraisal services for the purpose of determ ning the market val ue of
multiple famly income producing housing property. |If required, the
Contractor shall defend the appraisal in court or in the FrHA appeal s process
Except where noted herein, the Contractor shall provide all facilities,
materials, supplies, tools, equipnent, personnel, and travel to acconplish the
performance of the requirenents of this contract.

Scope. The Contractor shall provide appraisals for MFH properties
in county(s) for a period of twelve nonths fromthe date of

award. The contract appraisals will be used to determ ne the nmarket val ue of
MFH property for |oan maeking, servicing, acquisition, and sale. The
contractor shall be notified of required work through the issuance of a Task
Order. (NOTE: THE SCLI Cl TATI ON SHOULD PROVI DE SPECI FI C DETAI LS REGARDI NG THE
| NFORMATI ON WHI CH W LL BE PROVIDED IN THE TASK ORDER. FOR EXAMPLE, THE TASK
ORDER SHOULD SPECI FY THE PROPERTY SUl TABI LI TY, NEW CONSTRUCTI ON OR EXI STI NG
STRUCTURE, REPAI R REQUI REMENTS ( ATTACH REPAI R REQUI REMENTS DEVELCOPED DURI NG
THE GOVERNMENT | NSPECTI ON), ETC.) The required work as defined herein shall be
submtted to the Contracting O ficer Representative (COR) within -

cal endar days of issuance of the Task Order. (NOTE: Conpletion time will not
exceed 45 days unless authorized by the State Director.) |n energency cases,
a shorter time period may be required for subm ssion of the appraisal.

Detailed Wirk Requirenents. The Contractor shall provide appraisal services
for FnHA as foll ows:
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1. Appraisals shall be conpleted in accordance with Exhibit A and Exhibit B

on Forms RD 1922-7, "Appraisal Report for Milti-Unit Housing," and RD 1924-13,
"Estimate and Certificate of Actual Cost." The appraisal shall be in
typewitten or legible ink print form (NOTE: AUTOMATI ON VERSI ONS of Form RD
1922-7 and the Marshall & Swift On-Line Conputerized Cost Data System - RE2 or
SEG program (report), may be permitted with the prior approval /acceptance of
the FnHA State Director.) The appraisals shall be conpleted giving due

consi deration for the follow ng:

A. Location of property: Adhere to |egal descriptions and surveys for
proper location of site to avoid errors such as infringement,
encroachment, etc., when appraising a property.

B. Use of conparables: Use conparable sales of nmultiple famly
residential properties. The use of bonafide arns | ength FnHA conparabl e
sal es is an acceptabl e practice.

C. Property inprovenents: 1In the event FnHA provides to the contractor
alist of repairs required to inprove the property, these repairs shal
be reflected in the appraisal process and nust be |isted on Form FnHA
1924-13.

D. Depreciation: A property with an effective age of five years or
nore shall have docunentation for short-lived and I ong-Ilived physica
depreci ation cal cul ati ons.

E. Approaches to property value: The narket data approach (conparable
sal es), cost approach, and the incone approach shall be used by the
contractor in reconciling the final estimte of market value of the

property.

F. Budget of operating and mai nt enance expenses: |If required, conplete
Form RD 1930-7, "Statenment of Budget and Cash Flow, " in accordance with
appl i cabl e Forms Manual Insert instructions.
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2. Supporting docunentation: Docunentation supporting the devel opnent of the
apprai sal shall be submitted to the CORwith the conpleted appraisal. As a
m ni mum the supporting docunentation shall include the follow ng:

A. O ear and concise explanations for all calculations utilized to
devel op the appraisal. As a mninum the docunentation shall include
all mathematical cal cul ations of adjustnments, justification for
adjustrent, and a narrative explanation supporting any other basis
utilized in the decision process.

B. Provide photographs of the subject property, in accordance with Form
RD 1922-7, photographs of the conparabl e sales, and conparabl e sal es
data used in the appraisal
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Qui de for Appraisal Energy Saving Measures,

t he "Val ue-in-Use" Approach
I nt r oducti on.

Thi s gui de may be used for appraisal of energy savings neasures or for
estimating the inpact of energy saving neasures on market val ue.

The descri bed nethodol ogy, indicated in this guide, is an adaptation of the
procedure for Life Cycle Cost Analysis devel oped by the Departnment of Energy
and published in 10 CFR Part 436. This nethodology is applicable for use on

t hose energy savi ngs nmeasures whi ch have been approved by the State Director
and/ or are otherw se acceptable in accordance with Farners Home Admi nistration
(FmHA) procedures and policy.

Definitions.

Val ue-in-Use. The value of an economic good to its owner/user/investor based
upon its expected productivity or savings.

Energy Saving Measure. Any device, equipnent, nmaterial, process, construction
met hod, system structure or conbination thereof that will result in a
reducti on of energy usage when conpared to conventional energy rel ated
practice in the area of the project.

Conventional Energy Related Practice. Any device, equipnent, naterial

process, construction method, system structure or conbination thereof as they
relate to energy usage, that are common to a particular area and/or are
required by local, State or federal regulations or standards.

Representative Structure. A building or facility simlar in all ways to the
proposed or existing building or facility with the exception that conventiona
energy related practice has been substituted for the proposed energy saving
neasur es.

Econonmic Life. The period of time over which the energy savi ng nmeasure may
reasonably be expected to performthe function for which it was designed or
i ntended wi thout major renewal or overhaul

Study Period. The period of time equal to the econonic life of the energy
savi ng measure or 25 years, whichever is shorter

Annual Energy Cost Savings. The difference in the first year cost of energy
of the proposed or existing building or facility as conpared to the energy
cost of its representative structure. For the purpose of this nethodol ogy the
cost of energy may be based upon the unit fuel cost applicable in the project
area at the tinme of the appraisal
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Annual Operation and Miintenance Cost. The increnental cost to operate and
mai ntai n an energy saving neasure as conpared to the operation and mai nt enance
(C&M costs of its representative structure.

Met hodol ogy.

Wor ksheet A (attached) may be used to organize the information and
cal cul ati ons of the Val ue-in-Use apprai sal

Step 1: Identify the energy saving neasures.
Step 2: Identify the representative structure upon which energy cost savings,
i ncrenental construction cost and increnental O&M costs will be based.

Step 3: Determine the study period of the energy saving nmeasure (item C on
wor ksheet). The study period is equal to the economc |life of the energy
savi ng nmeasure or 25 years, whichever is shorter

In determining the econonmic life, consideration may be given to obsol escence,
age, durability and reliability of conponents, cost and conplexity of O&M
procedures and the likelihood that the owner will carry out the necessary O&M
or undertake necessary repairs. |In this regard, the availability of qualified
servi ce personnel, spare parts and the quality of O&M manuals as well as
warranties and long term service contracts may be consi dered.

O dinary energy saving neasures whi ch depend upon the operation of mechanica
subsystens are not assigned a useful life greater than 15 years. Furthernore,
of these systens, only durable, |ow maintenance, non-conplex systens with well
docunment ed O8M procedures, |ocated in areas having ready access to service
personnel are assigned a useful life as high as 15 years.

If the study periods of identified energy saving neasures differ, the energy
savi ng nmeasures having simlar study periods should be grouped together. Each
of these groups will formthe basis of a separate Val ue-in-Use conputation

The conposite Value-in-Use is sinply the sumof the Val ue-in-Use conputed for
each of these groups.

Step 4: Determine the first year annual energy cost savings (itemD on

wor ksheet). This determ nation may be made frominfornmati on provided by the
proponent of the project, an energy auditor, the manufacturer/supplier of the
energy saving neasure or as determ ned by FnHA anal ysis of the proposed energy
savi ng nmeasures. |f energy cost savings cannot be reasonably determ ned using
accepted cal cul ation procedures, or if the savings are otherw se

i ndet erm nabl e, the Val ue-in-Use nmethodology is not applicable. It may be
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possi ble in some of these instances, however, to establish a minimmlevel for
expected energy cost savings. This savings may be used in the Val ue-in-Use
anal ysis. The annual energy cost savings may be increased by 10 percent for
proposed or newy inplenented energy saving neasures to approxi mate the val ue
of energy savings that nay not be reflected in the current average price of

f uel

Step 5: Determine the annual O&M cost of the energy saving neasures as
conpared to the representative structure (itemE on worksheet). These costs
i ncl ude service contracts, energy required to operate the energy saving
neasure (Punps, notors, blowers, etc.), insurance, chemicals, mnor repairs
and/ or repl acenent of conmponents and other costs necessary to operate and
mai ntain the energy saving neasures. For the purpose of this nmethod, the
total incremental O8M cost may be averaged over its study period w thout
regard to the actual timng of the costs. Unless other information is
avai l abl e, the annual increnental O&M costs may be assuned equal to one (1)
percent of the increnental construction cost of the energy saving neasure as
conpared to its representative structure. Energy saving neasures which have
no nechani cal system operations nay be assunmed to have zero annual O&M cost
unl ess other information indicates that another incremental cost is
appropriate. |If annual energy cost savings are increased by 10 percent as
described in step 4, then applicable energy related O&M costs shoul d be
simlarly increased by 10 percent.

Step 6: Determine the inflation nodified uniformpresent worth factor as it
applies to the energy savings neasure, fromthe applicable Tables (B-1 through
B-10) published by the Department of Energy in 10 CFR Part 436. (These tables
will be kept current and supplied to the appraisers by the Architect or

Engi neer in each State.) These nodified uniformpresent worth factors are
based on a real rate of return of 7 percent and are adjusted for the relative
price inflation of various fuels ever a period of 25 years. They are

tabul ated for each Departnment of Energy Region and type of facility
(Residential, Comrercial or Industrial). (See Itens D and E on worksheet.)

Step 7: Determine the uniformpresent worth factor for future annually
recurring costs. (See ItemE on worksheet.) This factor is given in table LA
2 of 10 CFR Part 436. (These tables will be provided by the State Architect
and/or Engineer.) It is used in conjunction with the annual O8M costs
determined in Step 5. Note: The O&M costs nmay contain a fuel use conponent.
For the purpose of this nethodol ogy, the sinplifying assunption is made that
use of the factor given in Table A-2 for non-fuel and for fuel related &M
costs would not significantly reduce the accuracy of the Val ue-in-Use

determ nation. |f fuel usage, however, is a significant portion of the O&M
costs as determined by the appraiser, it may be shown separately under a
second category of O&M expense. (See itemE 2 of worksheet.)
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The appropriate discount factor for fuel related O&M costs woul d then be found
in the applicable table of Tables B-1 through B-10 for the type of fuel used
in operation and/or mai ntenance activities.

Step 6: Conpute the Value-in-Use followi ng the steps shown in Wrksheet A
(See Item F on worksheet.)

Appraisal. (See Item G on worksheet.)
The total estinmated property value is determ ned by addi ng the conputed Val ue-
in-Use or the incremental construction cost of the energy saving nmeasures

(whi chever is lower) to the estimated value of the representative structure.

Val ue-in-Use and Cost Effectiveness.

In general, an energy saving neasure(s) will be considered cost effective
fromthe point of view of Federal governnent investnent, when the Val ue-in-Use
is greater than the increnmental construction cost of the energy saving
nmeasure. |If the increnmental construction cost exceeds the Val ue-in-Use the
energy saving neasure may still be cost effective when

1. Salvage val ue of energy saving measures having economc |ives
greater than 25 years is significant; or

2. The econonmic life of the energy saving neasure is greater than the
economic life of the alternative conventional energy related practice.

In these instances further analysis may be necessary to determn ne cost-
effectiveness. In npbst instances, however, the Value-in-Use will be an
acceptabl e estinate for the cost-effective limt of FnHA i nvestnents in energy
savi ng measures.
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WORKSHEET " A"
PRQIECT:
ADDRESS:
ENERGY SAVI NG MEASURES:
(List)
A DEPARTMENT OF ENERGY (DCE) REGON
B. TYPE OF FUEL SAVED
C. STUDY PERI OD ~_ (YEARS)
CALCULATI ON OF VALUE-I N USE
PRESENT WORTH
$/ YEAR _FACTOR (1)
D. ANNUAL ENERGY COST SAVI NGS X =
From Table B "V1"
E. | NCREMENTAL ANNUAL O8M COSTS
E-1 GENERAL O&M X =
From Table A-2 "\V2"
E-2 FUEL RELATED &M (optional) X =
From Tabl e 5 "V3"
Fuel Type:
F. VALUE- | N- USE = V1" - "\V2" - "V3' = $
G | NCREMENTAL CONSTRUCTI ON COST: $
APPRAI SAL OF ENERGY SAVI NG MEASURE (2): $

NOTES

(1) Present Wrth factors are published by the Department of Energy in
10 CFR Part 436, "Methodol ogy and Procedures for Life Cycle Cost
Anal ysis. ™"

(2) Lower of Line F or Line G



(9-5-90) PN 144






